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Washington, D.C. 20554

Dear Ms. Salas:
Notice is hereby given of a written ex parte communication regarding the
above-referenced proceeding. The attached letter was sent on April 28, 1998, to

Chairman Kennard and the other Commissioners and Commission staff identified
therein, and should be entered in the record of this proceeding.

Should there be any questions regarding this matter, please communicate
with this office.

Sincerely,

John T. Scott, III
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April 28. 1008

Chairman William E. Kennard
FFederal Communications Commission
1919 M Street. N.W.. Room 814
Washington. D.C. 20554

Dear Chairman Kennard:

The attached article from vesterday s Wall Street Journal documents how
competition works in the wireless marketplace -- and how customer proprietary network
information is used to benetit subscribers. reduce prices. and increase wireless
competition. | have circled the parts of the article that report on how wireless carriers are
using CPNI to otfer their customers sharply reduced prices and new products. and to win
back former customers. These clearly pro-consumer practices will be inhibited by the
new CPNI rules the Commission adopted earlier this vear.

On April 24. 1998, the CTIA filed a "Request for Deferral and
Clarification.” seeking a delay in the effective dates of two provisions of the CPNI rules
that threaten the beneticial practices reported in the Journal. Bell Atlantic Mobile
supports CTIAs petition. and urges the Commission to act on it as soon as possible. The
rules are set to take etfect on May 26. less than tour weeks away. Given lead times
involved in developing advertising and other promotional etforts. wireless carriers are
already being hindered in developing their pro-competitive marketing plans.

Sincerely.

6%%7/

S. Mark Tuller

cc: Commissioner Harold Furchtgott-Roth
Commissioner Susan Ness
Commissioner Michael Powell
Commissioner Gloria Tristani
A. Richard Metzger, Jr.
Carol Mattey
Dorothy Atwood
Daniel Phythyon



Yakking It Up

For Wireless Services,
Talk Gets Far Cheaper
As Competition Rages

In Jacksonville, Fla., Rivals
Are Multiplying Faster
Than New Customers

BellSouth Issues Surfer Duds

By EL1ZABETH JENSEN
Staff Reporter of THE WALL STREET JOURNAL

JACKSONVILLE, Fla. — A giant black

balloon shaped like a cell phone bobs in the -

wind in front of the PrimeCo store in an
Orange Park strip mall. The gimmick is
tacky, but PrimeCo has little choice: About
a dozen other outlets within a few blocks
are hawking wireless services, too.

Like almost all areas of the U.S., this
midsize market of one million people made
do with just two cellular companies for
more than a decade. But 18 months ago,
competition came to town, and now six
companies vie for attention, pushing com-
peting technologies, coverage patterns,
ever-tinier pocket phones and packages of
monthly minutes so large the sellers call
them ‘'buckets.” A seventh, Sprint Corp
will arrive this summer.

Wireless ads beckon from biliboards
and in TV spots, radio jingles and full-color
newspaper inserts. Service is sold at more
than 250 outlets, ranging from Radio Shack-
stores to kiosks in Winn-Dixies and Wal-
Marts. The pro-football stadium is embla-
zoned with the name of one wireless up-
start. Art exhibits and charity goif tourna-
ments have wireless sponsors, and Bell-
South Corp. recently took over the annual
Kingfish tournament, with $500,000 in an-
gling prizes, from Nissan Motor Co.

Plunge in Prices

The marketing frenzy has benemed
consumers and pained the combatants.-
Prices have plunged an average of 46%, by
one industry estimate, features are snaz-
zier and long-term contracts, with their
hundreds of dollars in penalties for early
cancellation, are disappearing fast. The.
newcomers have cut prices more than even
they had anticipated, offering cheap, un-
limited-usage packages once unknown and
forcing sharp rate reductions by the two
incumbents, BeliSouth, the local phone
provider, and AT&T Corp.  BellSouth’s
market share has tumbled 10 percentage
points to 52%, and AT&T's is down six
points to 32%, estimates Richard Prentiss,
a former BellSouth staffer and now a.
securities analyst for Raymond James &
Associates.

But a major question remains: How can
anyone earn much in such a game? Even
the combatants are predicting casualties.

“1 wouldn't expect everyone to stiil be

around in five years,” says Scott Ford,
i nracident nf Alltel Cnrn _ which entered the

mana,” predicts Frank Bell. 1 Sprint vice
president who 15 overseeing its summer
Aduncn here. 'Becaube of the cost of play-

ng in this game. vou need 0 be prepared
o be 1n 1t for the iong haut.

Sort of a Preview

The battle of Jacksonviile is an early
version of what many cities can expect.
The cellular business started in the 1980s
as a system of federally sanctioned duopo-
lies in each market. For years, rates
stayed high and pricing and feature pack-
ages varied little. But in 1995, the govern-
ment ushered in new wireless technology
known as “‘personal communications serv-
ices.”” It auctioned off vast swaths of
airwaves and cracked open local markets
so that as many as 10 players eventually
couid compete in each one.

The new players quickly began buxldxug
PCS networks, and now cities long accus-
tomed to the cozy cellular duopcly are
watching it shatter. Phoenix, Philadel-
phia, Denver, Miami and Boston have six
rival service providers apiece. Of the top 25
U.S. markets, all but two now have five
wireless franchises. The question is
whether the newcomers can expand the
market and attract enough first-time cus-
tomers for everyone to survive — ar
whether the industry will sink into a war of
attrition, with rivals raiding clients from
one another and eventually consolidating.

So far, the scene here isn't reassuring.
Jacksonville hardly seems the ideal place
for a wireless free-for-all. Its economy
employs about 500,000 people. and approvi-
mately 240,000 already get wireless serv-
ice, up 60,000 in less than two years—a gain
of about a third. But the number of compet-
itors has tripled. By most estimates, more-
over, at least half of the new PCS compa-
nies’ subscribers are switchers from other
carriers rather than new users helpmg
expand the market.

Earlier Financial Penalties

For years, cellular companies had held
down customer turnover to about 20% .a
year by imposing financial penalties for
canceling a one- or two-year contract. That
gave them some time to recoup the upfront
costs of landing new customers, such as
the subsidies required to “‘sell’” $400 cell
phones for almost nothing. With the
locked-in contracts now fading, some wire-
less executives fret that their business
could come to resemble the fickle long-dis-
tance field, with customers switching car-
riers at the whiff of a better offer. -

None of the companies here is disclos-
ing its ““churn” rate, but that spikes every
time another rival opens shop, and it could
go even higher as contracts expire and the
newcomers put in more cell sites.

The high turnover makes it all the
harder to post a profit. The newcomers
have spent a total of several hundred
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million dollars to buiid locai networks in
this area. Powertel Inc.. the first new
arrval when it began offering service in
the "fall of 1996, has invested about $65
million. The fourth entrant. the PrimeCo
Jo_int venture of Bell Atlantic Corp. and
AirTouch Communications Inc., is esti-
mated to have spent $110 million, while the
fifth .and cixth entrants — wireless-dis-
pateher Nextel Communications Inc. and
Alitgl, of Littte Rock, Ark. — are estimated
to Ltga;ve spent less than $50 million each.
Sprint estimates that it will spend $360
million for licenses, cell sites and market-
-lng.m Jacksonville and nearby Tampa,
Orlando and Tallahassee.

- . bespite such outlays, prices went into a

PrimeCo reacted, too. but with nothing
nearly as attractive: $45 for 400 minutes.
And AT&T held firm, through October. If
price is customers’ only consideration,
they may not buy from us.” says Ron
McKenzie. AT&T’s Jacksonviile general
manager. contending that people will pay
extra for the AT&T brand and truly nation-
wide coverage. “'Some of the other charac-
ters would love to have that blue globe, " he
says, referring to AT&T's logo.

By contrast, BellSouth, which had the
most to lose, turned up the heat. “Did we
have to go to drastic measures? Sure,” Mr.
Bugel says. E re competitio
rived Bell had initiated pre-emptive
dz‘eﬁsﬁsﬁtoking the work force and offer-
g major customers slightly better rates

ftee -fall shortly after competition hit. / and new features such as voice mail, a

Whefi Powertel turned on its network on i
Oc;t‘._ 29 and PrimeCo on Nov. 13, it initially
seet.ned as if it would be a very polite party.

1& ‘new services unveiled prices just
slightly lower than the incumbents’ and
rapanly a few teaser ads pushing features
ijs:h-as no long-term contracts.

Suddenly Changed Game
.+ That changed on the morning of Nov.
24 10 an ad in the Florida Times-Union,
Powertel offered unlimited calls for $50 a
month for one year — at a time when Bell-
South was charging $395 a month for its
all-you-~an-eat plan. “W- were shocked,”
concedes Jim Bugel, BellSouth Mobility's
Jacksonville general manager.

-*The low price, which the company
offefed in all its markets to jump-start a
sidw launch, drew new customers such as
Mellnda Morgan. The 30-year-old real-
e§t§fe agent had abandoned her cell phone

eyeral years earlier for a pager. She
wisyi't willing to pay hundreds of dollars a
morth for a cell phone, but *for $50 a
mpenth, you can’t beat it,” she says. She
wdsti't a bargain for Powertel, however:
Shg?gobbled up 1,500 minutes of talk time a
r{xogm and once hit 3,000. Now that the
affer has expired, she is paying $90 a
morith for a 1,500-minute-bucket plus a

3

ime for every additional minute.

freebie that helped boost usage. Mindful of

s market dominance, BeliSouth iss
“Big Dog" surter duds to staffers and
staged a weeklong pep rally dubbed *‘The
Battle of Jacksonville.”

Employees learned the history of the
Telecommunications Act of 1996 and,
through role-playing skits, how to handle
confused customers. BellSouth also nearly
doubled its customer-support staff and
enlisted rank-and-filers for intelligence
gathering; today, they peek between the
brown paper on the windows when compet-
itors open new stores, and then they -
distribute their findings in urgent e-mails.
BellSouth also opened more of its own;
stores, signed up more independent -
dealers and put kiosks in grocery stores. It
now has about 100 outlets, well ahead of its
rivals.

BellSouth also tripled the size of its -
‘“*save group,” a SWAT team that jumps on
defectors. When the team heard that a
major builder was about to leave for
Powertel, BellSouth bought 20 Powertel
phones and delivered them to the client
evern as the Powertel sales rep was waiting
in the lobby. The client tried the Powertel

pany had little brana recogmition when it
began ofiering phone services here on Feb.
23. So it spent $6.2 million to siap its name
for 10 years on the recently built National :
Football League stadium that is home to .
the new Jacksonville Jaguars — a deal that :
BellSouth says it turned down.

Everyone has grabbed for a piece of the
Jaguars. Alltel has aiso cut deals with
several players, but Sprint notes that those
players can appear only in street clothes
because Sprint has the national NFL tie-in
rights, giving it half-time field promotions

. and player appearances in uniform. Bell-
‘Sﬁ\uth provides phones to the team, al-
though Alltel will soon take over that role.
Phwertel has to be content with pregame
ilgate parties for consumers in the Alltel
stadium parking lot. PrimeCo works
closely with the charitable foundations of
two local Jaguar players.

Alltel came to town touting the conve-
nience of getting wireless, paging, long-
distance and Internet service from a single
company on a single bill. Its ads promised
nickel-a-minute ceilular rates and sleek $49
phones. But Powertel blunted Alltel’s pitch
by unveiling attractive flat-rate long-dis-
tance fees, such as $15 a month for unlim-
ited long-distance calling in its™12-state
region. BellSouth saved its countermaove.
for March, with a ““1-bill”’ campaign prom-
ising to combine wireless, local phone and
Internet-access charges. Eventually, Alltel |
also hopes to add to its bundle by offering
local phone service in Jacksonville. Bell-
South is getting into cable TV this fall.

Price Still Crucial !
Whether tactics such as bill bundling
and community involvement actually work
is questionable. Price remains crucial to
many consumers, who, with all the hype,
are now much savvier about wireless. Five
years ago, a lot of people weren't sure they
needed a wiraless phone at all, but now

<-BeliSouth didn’t immediately counter Phones for 48 hours and then stayed with

withilower prices. Nor did AT&T or Pri-
meCo. They were betting that Powertel
would be swamped by huge demand, and
they were partly right. It took Powertel
several months to get service and billing
straightened out. The offer ‘‘was a lot more
well-received than anticipated,” says Walt
Péltiss, the general manager of Powertel’s
Jacksonville system.

Other Reactions

N -1t_-soon became clear, however, that at

$60 € month for unlimited chatting, many
chistom i [y put u

etis. Forty-five days after Powertel's

-~~~ move, BellSouth bit the bullet and calied up

its unlimited-plan customers, as well as

pedple who had defected to Powertel, and

offexed to haive their monthly costs, to Just

. unider $200. Even though that was still $150
amonth more than Powertel’s price

40% of the defecto within six

uth says. Mr. Pettiss says

Powertel didn't see any big change in its
n_u_Tber of customers or new sign-ups.

BellSouth, finding that the Powertel
phones didn’t work in as many places, says
Denise Ramey, BellSouth's director of
sales. Powertel says it can’t confirm or
deny the incident.
Confusing Hype
By last May, all the hype was so
confusing customers that BellSouth took
out a 14-page advertising supplement:in
the Sunday paper. But the frenzy didn't
let up. Nextei, with an unusual walkie-
talkie feature that appeals to groups such
as construction crews, launched its service
ast June and immediately began challeng-
ihg PrimeCo for the lucrative small-busi-
ess market. That coincided with another
ucket from PrimeCo: 600 minutes a
month until the year 2000, for just $54.99 a
month,
Then came Alltel. Although its mort-
‘gage-processing subsidiary had been
based in Jacksonville for years, the com-

they griil the providers on the superiority
of a particular system, Mr. Bugel says.
Excluding promotions such as Alltel's
rate of five cents a minute, Powertel has by
far the lowest-cost minutes, according to
an analysis by Yankee Group Inc., while
AT&T, under most of its rate plans, has the
highest. On 100-minute-a-month plans, for
example, the Boston consuiting group esti-
mates that AT&T charges 40 cents a min-
ute, compared with Powertel’s 20 cents.

Several years ago, when the Federal
Communications Commission began the |
licensing process for PCS, which offers i
feature-rich technology such as Caller LD.,
Call Waiting and voice mail, AT&T was
already upgrading its old analog systems
to digital to provide similar features. But
then. AT&T seemed to drop the ball, and
only recently has it appeared to take the
battle more seriously.

In February, it slashed prices in the |
Southeast, including Jacksonville, offering |




.naggressive bucket pian of L.000 minutes
Or 399,99, It also sharply increased ne
commission it pavs dealers for new cus-
tomers. ft denies the suggestions of some -
analysts that it has missed financial |
targets for the region and says it made the |
changes because “we wanted to get com- |
petitive,” says Emilio Echave, AT&T Wire- |
less’s East Area president. Since competi- |
tion arrived. he notes, AT&T has increased .
its own stores in Jacksonville to five from -
one and its spending on advertising, pro- |
motion and marketing here by 20% to 30%. )
The company disputes the market-share |
estimates of Mr. Prentiss, the analyst, but |
it won't provide its own figure.

AT&T’s Position

AT&T's smaller rivais have cut into its |
business despite inferior network cover- -
age, Mr. Echave says, "'by being very loud
on other stuff. Now that all the euphoria is
over, let’s getdown to value.” At the prices
his rivals charge, their long-term viability
is questionable, he says. “'If I was on the
other side, I would definitely be looking at
the economics of my decision."”

He figures the players can survive “if
you can make money at 10%’ of the
market, but even that assessment seems
overly sanguine. Even if a 10% share of the
market could guarantee profits, no new-
coiner seeme liXewy to hit that mark any-
time soon. Incumbents BellSouth and.
AT&T still control more than 80% of the
market. Of the new piayers, Powertel has
grabbed the most new business, just 6%,
with PrimeCo at 5%, Nextel at 2% and Alltel .
too new to make a dent as yet, Mr.
Prentiss estimates. "

To hear the players tell it, though,
everything will be just fine. Both BellSouth
and AT&T say thev have many more
customers now than in precompetition
days because the whole pie is bigger. As for
the newcomers, ""Our whoie business pian |
was built around intense competition,”
says Michael Bennett, PrimeCo’s director -
of sales and marketing. “We planned
around worst-case scenarios,”” such as
Alltel’s heavily subsidized $49 handset and
nickel-a-minute rates, he says. ‘‘Some we
react to, and some we don’t.” ‘

Nevertheless, the competitors in Jack-
sonville are gearing up for another round
when Sprint starts up this summer. The
rippies are being felt already. Because .
Sprint has a national marketing pact with
Tandy Corp.’s Radio Shack, Sprint says
PrimeCo will have to drop its own alliance
with the retailer in Jacksonville; PrimeCo
says it expects to stay with the chain.
Sprint’s long-distance customers will scon
be getting bill stuffers, and its prices will -
be in §ne with its charges nationwide,
althoug} an aggressive short-term promo-
tion is iikely at launch.

“It'dibe a shame not to tell people that
we're here,” Sprint's Mr. Bell says.




